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SENSITIVITY ANALYSIS PERFORMED f£or AT&T

INTRODUCTION

AT&T requested that Milliman & Robertson, Inc. assist AT&T
in a proceeding before the Federal Communicatione Commission
(FCC) dcaling with the rate effects of new accounting rules
for non-pension retiree benefits.

The matters before the PFCC deal with the implementation of
the Statement of Financial Accounting Standards Number 106
(SPAS 106). SFAS 106 regquires that companies use accrual
accounting to report the costs of non-pension employee
benefits for current and future retirees.

The Local Exchange Carriers (LECs), from whom AT&T purchases
interstate access services, have requested that the FCC
allow their rates to be increased. The LECs want the FCC to
consider the implementation of SFAS 106 to be an "exogenous"
coBt under their regulated rate structure. In their
arguments before the FCC, the LECs included valuations of
SFAS 106 liabilities and expenses and other information of
an actuarial nature.

In order to examine the sensitivity of these actuarial items
tc changes in assumptions, we developed an actuarial model.
This report does not present the results of a formal SFAS
106 valuation. Also, it does not attempt to verify any of
the SFAS 10€ liabilities or expenses reported by any of the
LECs. Rather, it identifies certain actuarial issues and
the impact they can have on SFAS 106 valuations.

CONATRUCTION OF THE ACTUARIAL MODEL

The purpose of the actuarial model was to allow us to
perform sensitivity testing of the various assumptions and
other input used by the LECs in their SFAS 106 valuations.
The model shows how the SFAS 106 expenses and liabilities
change with changes in assumptions.

Because 0f the lack of detail in most of the LECs direct
cases, as well as the short interval between the June 1,
1982 LEC filing date and the July 1, 1992 response date, we
chose to focus on one of the LECs for the purposes at hand,
The LEC we chose had superior details in its direct case
compared to the direct cases of the cther LECs. We created
an actuarial model that reproduces the SFAS 106 results of
that LEC, and we have used that model to demonatrate how
SFAS 106 results vary with the assumptions used.

We u;ed information provided in the direct case of Pacific
Bell and Nevada Bell (hereinafter called 'Pacific") to
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Create a model. We had to supplement that report’'s
information with additional consistent assumptions because
the report did not provide a complete set of actuarial
factors. The combination of the report’s information and
our own assumptions did produce SFAS 106 results that agreed
well with the results reported in the Pacific Bell direct
case. .

Once we had establishad that our model approximately
reproduced Pacific’s reported SFAS 106 results, we used the
model to show the variability of accounting costs and
liabilities undexr SFAS 106.

The model bagically performs a year-by-year projection of
the expected health care costs for the Pacific BRell
population of currently active and retired enmployeses and
thelr dependents.

The model considers the following sorts of processes and
factors:

1. Discount rates and health care costs and trends,

2. The age, sax, past service, and active/retired
status of employees,

3, The marital status of employees and the age, sex,
and coverage of the spouss or surviving spouse,

4. Termination rates prior to retirement for active
employees,

5. Mortality for active and retired employees, and
€. Retirement rates by age.

In some cases, the input that corresponds to certain of
these factors was taken from Pacific’'s direct case. In
other cases, the input was absent or stated in such a way
that we could not be certain what was done. In these latter
cases we supplied assumptions which were reasonable and
consistent with the data which were stated, This i»
described more fully baelow,

In the following table, we compare the 1893 SFAS 106 costs
and liabilities, as stated in the Pacific direct case, with
those which are generated from the model developed by
Milliman & Robertson, Inc. (Ma&R):

MILLIMAN & ROBERTSON, INC.
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Eacific = M:&R
Accumulated Post-Retirement
Benefit Obligation

Active : 8 840,122 § 913,491

Inactive 1,737,485 1,697,068

TOTAL 82,877,611 82,610,559
Service Cost, 1/1/93 $41,206 845,614
Interast Cost 211,689 216,619
Amortization (15 year) 157,770 159,967
Expense $399,236 $413,417

Because the numbers produced by the M&R model closely
approximate those in Pacific’s direct case, we believe that
the model reasonably represents the sensitivity of costs and
liabilities to changes in assumptions.

DATA and RELIANCE

There are several limitations in the model that we would
like to note. These limitations do not, in our wview,
significantly weaken the value of analyses using tha model.
These limits fall into three categories:

e Assumptions that we supplied (because certain data
were missing from the Pacific direct case) may be
different than those appropriate to Pacific.

o Interpretations and simplifications of the LEC'S
stated assumptions may result in some compronmise
of aceuracy.

¢ Computational methods may have been different.

We believe that the first of these categories is the most
significant,

As one example of miasing data, we had to create an age and
sex distribution of Pacific’s retiree population because the
report did not contain these data. We did this by spreading
the reported numbers of retirees by using the distribution
of AT&T’s retirees. ‘
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Another example ¢of how we replaced missing information is
that we assumed that surviving spouses of deceased retireas
were covered, which we beliave is probably the case.

One example of the potential problams in interpreting the
LEC's data is that we assumed that the active aga/mervice
distribution shown in Pacific¢’'s direct case for Decembar 31,
1989 will be appropriate for 1593, Anothar example is that
the population data were not split bestween management and
associates, although some of the costs and decremants were.
We therefore composited certain factors and used standard
mortality and termination rates.

Another example of the interpretation issue is that we
assumed that retiremsnts took place only at the ages shown
in the LEC report.

One simplification we made involved Pacific’s dental
program, We amssumed that the costs of Pacific’s dental
banefits are offset by the cost savings expected from
managed care efforts directed at the health care benefits.
Therefore, we did not explicitly model the dental benefits.

Computational gquestions include the assumed date within a
year when payments and decrements take place. The Pacific
report gave us little guidance in this issue.

We did not perform any audit of the data in the Pacific

report. We uged the data presented in that report when it
seemed reasonable and appropriate. '

BASE ASSUNPTIONS
This section describes the assumptions we used in the model.

Por comparison, the Appendix to this report contains copies
of relevant pages of Pacific’s direct case.

(Derived from Pncztic'l direct case)

Non-Medicare Eligibles §3,780
Medicare Eligibles $950
These coste were based on the 1985 claims per capita shown

in Pacific’s direct case. We averaged the costs for various
categories and trended them to 1893,

MILLIMAN & ROBERTSON, INC.



APPENDIX F
Page 6 of 27

(M&R assumption applied to age €5 costs)

We assumed that per capita claim costs would increase at 3%
per year of age until age 70. From age 71 to age 80, per
capita claim costs would increase at 2% per year of age.
Starting with age 71, per capita claim costs would increase
at 1l¥ per year of age.

These factors are intended to approximate the age-related
changes in the utilization and intensity of services., The

health care cost trend, described below, accounts for year-
to-year inflationary and utilization changes.

(Derived from Pacific’'s direct case)

(Combined Salaried and Non-salaried)

Isars Ixand
1993 12.50%
1994 11,88%
1995 9.63%
1996 8.50%
1567 7.88%
1958 7.25%
15959 6.94%
2000 6.63%
2001 6.31%
2002+ 6.00%

The Pacific direct case shows distinet trend assumptions for
sarvices rendered by a preferred provider network and those
services rendered by out-of-network providers. We used a
78%/25% weighting of the In.Network/Out-of-Network trends
shown in Pacific’a direct case. The 75%/25% weighting was
taken from the Pacific direct case.

MILLIMAN & ROBERTSON, INC.



APPENDIX P

Page 7 of 27
(Derived from Pacific’s direct camse)

(Combined Salaried and Non-salaried)

Age Probability

50 2.86%

55 6€.09%

60 11.123%

63 29.80%

64 37.00%

69 30.00%

70 100.00%
The Pacific direct case showed separate probabilities of
retirement for salaried and non-salaried employees. We

composited the salaried/non-salaried probabilities shown in
the Pacific direct case using a 25%/75¢ weighting to
approximate an average retirement procbability. We assumed
t :t ;ﬁfut 25% of the employees retiring at each age are
salaried.

(Darived from Pacific’s direct case)

Because the Pacific direct case showed a probability of
retirement at age 50, we assumed that age 50 is the earliest
age at which employees can retire and receive retirea health
¢are bensfits. We alsc assumed that there are no past-
service requirements for eligibility. There is a relativaly
small populaticn over age 50 with less than € years of
service, so there will not be a major effect on costs if
there is a reasonable past service requirement.

(Derived from Pacific’'s direct case and M&R
assumptions)

Savings due to Coordination of Benefits for spouse’s
coverage: 10%.

No child dependants covered.

Surviving spouses covcrod.

50% of active employees are male,

There was no information on any of the above factors in the

Pacific direct case. We believe that the assumptions we
made are reascnable.
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The following assumptions were taken from the Pacific direct
casa:

80% male are married, 40% female are married.

Assured male spouse 2 years older than amployee and
female spouse 3 yesars younger.

(M&R assumption)

The Pacific direct case did not show mortality rates for all
ages. Therefore, we used a standard mortality table, the
GAM 1983 (male and female) in our model. The standard table
had mortality rates similar to that showa in the Pacific
report.

(M&R assumption)
The Pacific direct case shows termination rates for certain
ages and years of past service and distinguishes between
salaried and non-salaried employees. Our model wused
simplified, standard termination rates which were intended

to approximate Pacific’s termination rates, and we assumed
that there would be no early disability retirements.

(Taken from Pacific’s direct case)

We used the 8.50% discount rate shown in the Pacific direct
case.

(Taken from Pacific’s direct case)
We used the asset figure of $211,055,000 as of 12/31/92 as
‘shown in the Pacific direct case.
(Taken from Pacific’s’ direct case)
The past service liability was amortized over 15 years,
which 1s the assumption used in the Pacific direct case.
(Derived from Pacific's direct came)
The following table shows the age/past service assignments

we used in the model, This is very similar to the
corresponding table shown in the Pacific direct case.

MILLIMAN & ROBERTSON, INC.
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37
42
47
52
57
62
65

47
TS5
1,095
Ba4
719
534
219
93

40

TOTALS 4,422

17

1,698
3,668
2,518
1,265
551
245
103
52

29

10,129

11

472

4,795
4,422
2,453
1,002
524
274
142
31

13,643

17

366
5,412
5,414
1,783

848

506

261

56

14,646

22

805
5,850
3,549
1,265

524

225

37

12,275

27

346
2,598
1,307

402

91
19

4,763

30

ALL. YEARS

47
792
3,265
9,713
13,876
15,862
9,779
5,541
3,190
1,212
215

63,492
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(M&R assumption)

Age Male Female
37 68 g3
42 28 62
47 667 374
52 2,414 1,070
g7 4,492 1,893
62 5,025 2,555
67 3,760 2,506
72 2,568 1,765
77 1,145 969
82 801 544
87 402 234
52 75 38

This distribution was based on the distribution of inactive
AT&T emploxocs. There was no corresponding information in
the Pacific direct case. In the absence of other
information, we belisve this distribution probably fairly
represents the distribution of Pacific’s retirees, because
of Pacific’s former close ties to AT&T.

Results of Bensitivity Tests

We used the model described above to show how changes in
assumptions could change the accrual costs.

The assumptions we avaluated are health care cost trend and
discount rate., To demonstrate the sensitivity of costs to
the discount assumption, we show how the costs vary if the
discount is changed. ;

To demonstrate the pensitivity of costs to the health care
cost trend assumption, we show how costs would change if the
trends are reduced by a flat amount from those assumed by
Pacific. We also show how using the highest and lowast
trends assumed by any of the LECs would change the costs.
We show how costs change if the cost of currently active
employees 1s capped.

Finally, we show how thea set of assumptions suggeated by
AT&T in its pleading would reduce costs compared to the
assumptions used by Pacific in its direct case.

All of the numbers shown below are based on the M&R model.

We would like to stress that the results of different
sengitivity tests are not necessarily additive.

MILLIMAN & ROBERTSON, INC.
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Bffects of Raducing the Health Care Cogt Trend

The following table shows the effects on cost of reducing
Pacific’s health care cost trend by various percentage
points. The reductions in accrual cost shown below are for
the 8.5% discount assumption used by Pacific.

Rates Assumed by
Pacific Minus:
0% 1% 2% 4% [

Change in Accrual Cost 0.0k (15.3%) (27.5%) {(45.0%) (51.5%)

The trend rate reductions shown above were applied in every
year. There was no minimum trend rate such as CPI. Also,
we asspumed that there were no caps on benefit levels. Had
caps been in place, or had a minimum trend been used, the
lowered trend assumptions would have had a much smaller
effect on the SFAS 106 accrual. :

The cases using the 4 and 5 percentage point trend
reductions were made to assist ATET in its analysis of the
double counting issue. We are not suggesting that the 4 or
5 percentage point trend reductions, without a corresponding
reasonable discount and ultimate trend rate, be used for
financial statement purposes; these figures are shown here
for purposes of <calculating exogenous cost effects
associated with the price cap methodology.

Effecte of Changed Dipcount Rateg

The following section shows the effects on cost of changing
the discount rates, The trend assumptions are based on
those in the Pacific direct case.

Discount Alternative Discount
Assumed by Rates
Pacitic
8.5% 7.5% 9.0%
Change 0.0% 12.7% (5.3%)

MILLIMAN & ROBERTSON, INC.
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Effects of Other LEC Health Carxe Cost Trend Assumptlons

The <following section shows the effects on the costs
produced by our model of Pacific’s SFAS 106 accrual at three
different discount rates if the Ameritech and NYNEX (non-
cagped) health care cost trend assumptions are used and no
othaer changes are made to the assumptions or demographics
underlying the Pacific model.

Trend Rates Assumed by
Ansxitech

NYNEX
Change at 8.5% discount 0.0% (21.2%) 61.2%
Change at 7.5% discount 12.7% (13.4%) 85.4%
Change at 5.0% discount (5.3%) (24.5%) 51,0%

Of all the LBCs’ direct cases on this issue, Ameritech
seemed to state the lowest health care cost trend, while
NYNBX seemed to state the highest health care cost trend.
NYNEX, in its direct case, presented trend assumptions for
only a current year and a horizon year, but did not explain
how the trends would grade between those years. We
therefore made reasonable assumptions £for how the trend
would grade,

Effecte of Capped Repefits

The following section shows the effects on cost of capping
the retiree benefits for employees active as of January 1,
1593. The cap would be set at the 1993 cost levels of
employees who are retired by January 1, 1693, The cost
changes are relative to the 8.5% discount assumption as used

by Pacific. The changes are shown for three different

discount rates. -
Uncapped Capped
Bﬂnliihl Benefits

Change at 8.5% discount 0.0% (35.9%)

Change at 7.5% discount 12.7% (32.2%)

Change at 9.0% discount (5.3%) (37.5%)

MILLIMAN & ROBERTSON, INC.
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Bifect of ATAT's Suggeated Assumptions
In its pleading, AT&T wsuggested that the following
assumptions be used for the purpose of determining the

exogenous costs of SFAS 106 relating to the price cap
formula:

® The per capita costs of retiree benefits provided
to employeas who are active as of January 1, 1983
will be capped at the 1993 cost levels of employees
who are retired by January 1, 1993.

°© The per capita costs of retiree benafits provided
to employses who are retired as of January 1, 1893
will increase at the health care cost trends
specified by Ameritech (in its direct case) less 4
percentage points.

° The discount rate and rate of return on plan assets
will each be 9.0%.

Under the above assumpticns, the costs produced by our modal
of Pacific’'s SFAS 106 accrual would be 58.7% lowar than if
the base assunmptions were usaed.

CONCLUSION
We created a model that approximates the SPAS 106 valuation
shown in the Pacific direct case, A number of

approximations were made in the model, mostly due to the
lack of detail in the Pacific direct case. Nevertheless, wea
believe that the model reasonably represents how changes in
key assumptions can change the costs produced by SFAS 106
calculations, .

MILLIMAN é ROBERTSON, INC.,
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APPENDIX to
Sengitivity Analysis Performed for ATAT

Selected Pages from the
Pacific Bell and Nevada Bell
Direct Casge Showing SFAS 106
Data and Assumptions

MILLIMAN & ROBERTSON, INC.
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ACTUARIAL REPORT

PACIFIC TELESIS GROUP POST-RETIRENENT SINEPITS
OTHER THAN PENSIONS - NEDICAL/DENTAL/GROUP TERNM LIFE INSURANCE
ACTUARIAL VALUATION PROJECTED TO 1993
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ACTUARIAL PROJECTION
FOR THE PACIFIC TELESIS GROUP
POST-RETIRENENT MEDICAL, DENTAL AND GROUP TERM LIFE INSURANCE PLANS

un

T?is report covers both tha funding and accounting requirements for the 1983
plan year.

The amounts presented in this report have been prepared in accordance with
generally accepted actuarial principles and practices and reflect the law,
regulations issued to date, and the requirements of Financial Accounting
Standards No. 106 (PAS108).

Calculations are based on personne} and asset informstion sug:1iod by the
Corporation and the actuarial mathods and assumptions described in this
report. Further, the sffects of the management in-force reduction and no
Barguained VEBA contributions for years 1991 and 1982 are reflected in this
report., The FAS106 Transition Obligation is amortized over 1§ years, the
avarage remiining service period for active participants, Allocation factors
of 96% and 2% are used to determine the proportion of VEBA Contribution ang
FAS106 Expense for Pacific Bell and Nevada Bel), respectively. These
actuarial allocations are necessary sinca VEBA assets ars not maintained
char;}ely by Company., Derivation of thess factors are summarized in the
ppendix,

Users of this report should recognize that tha report was developed to produce
the required disclosures under FASI06 and to determine tax deductions under
the Interna) Revenue Code. Accordingly, appropriate adjustments may be nesdad
- 1f this information is used for any other purpose. ;

A
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G. S. Schlappieh :
Associate, Sociaty of Actuaries
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1903 Cests (A11 Do1l|r Alnunts in ?housunds)

' Funding*

VEBA coazrsbut1on (xz/sx)

$104,051 S177,268 83,603

Medical/Dental Bargained .
Ntdica\fbontni No;?largaincd - 107.l32 103,327 2,183
Group Life : . 3,34] l 207 $7
| Total - . tlt 624 tll.?l! 5,913

FAS106 Expanss: |

Medical/Dental - 300,226 383,287 7,988
Group L42: P ¥ 1/ 3,148 1]
etl1 - 408, IOI 3.0.40!- 8,081

' Thcsc rosu1ts are basod on 12/31/89 data, projectad to 10!3.

B

Funding Background
1. Legal Requirements
Cash contributions to the VEBAS must meet the Tegal funding

. Pacifie - Nevada

.,Othor""
Subsidiarins

'2o1!2
LY

7,984

. 68
8,049

roqu1rnnonts descridbed in Section 419 of the Intcrna1 ancnuo Codo

* To meat these requirsments, they must be based on:

nceoptuhlc manner, and

- -0 An actuaria) cost method which spronds costs bttunon years in.an

e Actuerial assumptions that lr' oach rousoaab\c 'tlkin' into account

experience under the Plan and reasonable expectations”.

. Actuarial Methods and Assumptions

The Individua! anol Premium Actuarial Cost Method 13 used 0

caleulate the medical/denta) VEBA contributions. - The Agoregate
Actuarial Cost Method 1s used to calculate the Group Life VEBA
Contribution. These methods are acceptable for fundin? pu;goscs
ng lives
of covered employees. Bargained VEBA coutribution; reflect no

and spread the present value of benefits over the work
profunding for years 19901 snd 1992.
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3. Summary of Data

Actual data® relating to the Kolding Company, Washington, Pacific
Be11, Nevada Bel) and Directory are shown below:

12221/88
a. Employes Demographics

Number 63,492

Average Age 41.0

Average Servics 15.8
b. Inactive Demographics

Number of Retiress 33,508

* Thase dats exclude 2,272 employess and 719 vetirees who waived
. madical coverage.

¢. Numbar of Active Employess by Age and Complated Yaars of Service
y As o% Dgcmbor 31, 1009

". PROLLOPPROROOPTEROSOGRREN CDOSE PSP NTEOGETROOPaaS

Group . 0:=¢ 5.9 10 AB-28 30+ _Totsl
Under 20 47 0 0 0 0 0 0 4
0-2¢ 778 17 0 0 0 0 0 792

25-29 1,008 1,800 72 0 0 0 0 3,265

30-34 684 3.060 4,795 36 0 0 0 97l

-39 710 2,518 4,422 B,4)2 808 0 0 13,876

4044 B34 1,265 2,480 5,414 5,800 346 0 15,882

4649 219 8§51 - 1,002 1,783 3,840 2,868 78,779

80-54 93 t 3] 113 848 1,208 1,307 1,23% §.84]

58-89 40 103 ° $0¢6 524 02 1,341 3,190

60-64 15 2 03 261 &y "N ¢ 1,212

il i 13 3 i ) 19 1] 218

CTetal 4,428 10,146 14118 14,08 12,278 4,760 3,128 63,492

4. Participant data as of 12/31/89 for Pacific Be)1, Nevada BeM)
- and Other Subsidiaries ars shown sapsrately below:

Pacific Nevada Other
Al

8. Employes Demographics
Number 58,220 1)) 4,373 63,492
Average Age : 4.4 42,8 3.4 - 41.0
Average Service ' 16.1 17.3 7.2 18.%
b. 1Inactive Demographics ’
Numbar of Retiress . 32,870 32 26 13,508
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C. Actuarial Method and Assumptions

1. Actuarial Cost Method - Individual Level Premium

Contributions for the Bargained and Non-Bargatned VEBAS are
determined actuarially on a lave) basis by spreading the prasent
value of future ox:cctod medical/denta) benefits of the
participants and thair dependents over the working 1ives of

~ covered employees. No prefunding for years 1991 and 1962 is
reflected in the Dargained VEBA contributions.

The primary purpose of the advance funding techniques uti)ized
by the Individual Level Premium Actuarial Cost Method 15 to
allocate the cost of plan banefits on a rational and systematic
basis equitably among gensrations of rate payers.

2. Assumptions
&. Actusrial Value of Liabilities

To determine the VEBA contributions, 1t i3 necesssry to estimate
the PBOP benefits that will be patd in futurs years to current
employess, retirees. and their depandents. All of thess {tams
are then discountad to eastimate their present valyss. For these
calculations, experience 15 analyzed and actuarial assumptions
are developed such as mortality rates for sctive and retired
employees and annuitants, medical inflation scales, separation
retes, disability retirement rates, service retirement rates,
and qualified dependant ratios.

b. Actuarial Assumptions
t.. Medica) Bargained VEBA
Actuarial assumptions are shown below. A1) ages are detarmined
on an age nearest birthday basis, Service is to completad
years. Probadilities and rates shown are for selected ages and

services and are based on Pacific Telesis post-divastiture
expariance. '

Interest (Discount) Rate:. 8.0%
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Medica) Cost Inflation: Yaar(s)  ln-natwork Qut-of-metwork

1990-1993 12.00% 14.00%
1994 11.50% 13.00%
1998 8.80% 13.00%
1996 §.00% 10.00%
1997 7.50% 9.00%
1998 7.00% 8.00%
1999 6.75% 7.50%
2000 6.80% 7.00%

- 200] 6.2%% 6.50%
2002+ 6.00% 6.00%

Average Annual Net
Indemnity Clain Per
. Capita for 1989 Healsh Care Network

Meslth Care Network ts & new plan. Costs are
projectad to be 10% t0 15% lowar than thoss
under MEP due to plan changes and contrasting
arrangements including:

o tighter utilization conrtrols

discounts on provider charges
o greater control of prescriptions

e
Retirees Spouses of Retirees
~Drier to 1/1/87

- Age Msle Foallﬁ Male Female

50 8967 52,300 §744 31,877
$8 1,621 2,00 1,038 2,013
60 2,40 2,08 1,306 2,186
6 . .801 1,017 1,88 2,382
6 678 620 392 418
7 & 102 67 k¢

Medicare Part B and MO presiums are valued separately.

Adninistrative Expenses: Loading of €% of claim payments,

10



Probabilities of Separation
from Sarvice Prior to Eligibility
for Service or Disability
Retirement for Reasons Other
than Death:
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i

- T1-2 1l F ¥ 1 1L 1 8
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|

Salariad
0 13.0%
| 9.0%
e $.0%
3 4.0%
4 4.0%
] .%
10 1.0%
18 1.2%
{4 1.0%
Non-Salaried
0 17.0%
1 13.0%
2 9.0%
3 7.0%
4 §.0%
3 3.0%
10 .08
15 1.9%
20 1.4%
Probabilities of Service
Retirement: o
' Salarisd
Aas
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1]
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Select rates of service retiremant
also extst including these which
reflect the effects of the 199)
sanagemant in-force reduction.

12

Mon-Salarisd
Ags
§0 3.25%
N ] ) 6.32%
0 10.08%
62 29.84%
64 36.21%
[ 1) 30.00%
Rates of Disablemant: Aat Malas
30 0.08%
38 0.08%
40 0.00%
4% 0.20%
80 0.40%
(1] 0.90%
(1) 2.17%
Rates of Mortality for Active
Employees: ' [YTY Nalas
35 0.17%
(] 0.26%
18 0.30%
(1] 1.48%
Rates of Mortality for Non-Disabled
~ Pensioners and Spouses: . Aas Malas
48 0.70%
(] ] 0.90%
(1] 1.60%
78 4.40%
(1] 11.00%
Rates of Mortality for Disabled '
Pensioners: das Malas
43 3.02%
1] 3.5
(1] e.80%
78 $.30%
1) 13.00%
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Surviving Spouse Age: Male Employees:
Spouse 3 yesrs younger than emplioyee
Famale Employees:
Spouse 2 years older than employee

Porenntcgo of Participants
Assumed to be Married: ~ Males: 80% Females: 40%

Assumed Plan Participation

for Future Retired Employses: Jpdamnity Coverage Tvpe

In-Network %
Oute-of-Network 8%
]

A1} futurs retirees currently in
HMO are assumed to continue with
an HMO,

1. Medical Non-Bargained VEBA

A1) assumptions are the same as those used for fundingithe Medica)

Bargained VEBA (subsection C.2.b.4.) excapt those cutiined balow:
lngorost (Discount) Rate: % (after tax)
Future Medica)

Cost Inflatien: | None

141, Denta) Bargatned VEMA

~ A11 assumptions are the same as these used for funding the Medica!
Bargained VEPA (subsection C.2.b.1.) axcept those outiined balew:

Dental Cost Inflatien: &
Average Annual Net f
Indemnity Claim Per Capita
in 1989: Current Retiree $29%
Pcrcontago of Participants

Assumed to be Narried: Not applicable, as composite claim
rates are used.

13
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ar Amoynts in Thousands
Net poriodiq PBOP (medical and dental) expense for 1993 1s show below.

a. Service Cost (including administrative expenses) $41,208
b. Intersst Cost 211,689
c. Expected Return on Assets ' 11,439
d. Net Amortizatton (1§ years) _ 187,770
o. Neot Periodic PBOP Expense for all PTG: 199,224
~ (8)e(b)+(c)+(d) |
f. Allocation factor for Pacific Bal) 94
g. Net Periodic PBOP Expense for Pacific Ball: - 383,287
(e)x(f)
h. Allecation factor for Nevada Bell .02
1. Net periodic PBOP Expense for Nevada Bell: 7,988
(e)x(h)

4. Not Pariodic PBOP Expense for Other Substdiaries:  $7,984
(0)-(9)-(1) |
: ar Amounts in Thousands
. Accumulated Post-retirement Banefit Obligation
Active 8 M0

* ¢

Inactive
) [} [ ]
b. Plan Asse;s st Fair Value $ 211,088
¢. Accumulated Post-retirement Benefit Obligatien '
in Excess of Plan Assets: (22)-(20) 2,368,586
d. Unrecognized Net Gain/Loss , o
‘8. Unrecognized Past Service Cost: 0
f. Unrecognized Transition Obligation 2,366,556
9. Accrued Post-retirement Benefit Cost: $ 0
(2c)-(2d)-{2e)-(2f)

17
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.C. FAS106 Actuaria! Method and Assumptions

1. Actusrial Cost Method

The Projected Unit Credit Actuarial Cast Method as prescribed under FAS]0S
has been used to determine PBOP expense. Under this method: ‘

i) the Service Cost is the portien of the actusrfal present value
of anticipated future PBOP benefits, based on future inflation
Tevels, assigned by formula to the current yesr, end

11) the Accumulated Post-retirement Benefit Obligation is the
actuarial present value of anticipated future PROP benefits
earned to date, based on future inflation levels.

Both of thess itams take inte account the Corporation’s expectations for
future PBOP benefit increases.

2. Assumptions . |
A11 agsumptions are the same as those used for funding the Medical and Denta!
Bargained VEBAs (subsections C.2.b.1. and C.2.b.111., respectivaly). An
additional assumption 13 shown below, ‘

Expected Long-T¢ 2 Rate
- of Return on Plan Assets: 8.0%

18
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BEFORE THE PUBLIC UTILITIES COMMIESION OF THE STATE CF CALIFIANIA

Investigation on the Commigsion's
ovh metion {nto the mavser of
post-retirement benefits other
than pensiens,

)

)

)

)

)
Arplieltion of Pacific Gas and )
tlecsric Company for authority )
among Other things, to increase )
{ts rates and charges for )
electric and gas service. g
)

)

}

)

)

(Rleceric and Gas) (U=39apM)

e

And Relaced Matter,

August 30, 189l

1.90-07«037
(Filed July 18, 1993

A;plicatton 00-.2-308%
(Filed Dacember 5, 988!

1.89-03-01)
(Piled March 20, 1989)



